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April 2, 1996 


Mr. Scott Kelly 

Vice President, Corporate Development 
Sun Microsystems, Inc. 

901 San Antonio Road 
Palo Alto, CA 94303 


Dear Scott: 

It was nice to speak with you today. We are impressed by Sun’s reaction to the 
Acorn/ARM situation that we identified and brought to your attention last fail. As a result, we 
believe that there are additional opportunities where LSG Advisors and Société Générale can 
work with Sun in a proactive manner to identify and execute certain transactions in this market. 

To reacquaint you, LSG Advisors is an investment banking firm of two dozen 
professionals that specialize in mergers and acquisitions and was previously known as The 
Lodestar Group. Our firm was founded in 1988 by Bob Baldwin, the former Chairman of 
Morgan Stanley and Ken Miller, the former Vice-Chairman of Merrill Lynch Capital Markets. 
In 1991, Lodestar became affiliated with Société Générale, the seventeenth largest bank in the 
world. Acting as Société Générale’s North American investment banking division, we advise 
companies on mergers, acquisitions, restructurings and private placements with access to Société 
Générale’s global banking network. 

Our access to Société Générale’s global network uniquely positions our firm as we 
believe that the proliferation of technology is a global phenomenon; it is rarely acquired and 
exploited solely in the United States. Société Générale is a major shareholder and lender in a 
number of large European companies with relationships throughout the world, and we believe 
that we can utilize these relationships in an environment that is simultaneously consolidating and 
globalizing. We recently served as advisor to Motorola in the Group Buil privatization and are 
aggressively expanding our technology practice. 

We have welcomed the opportunity to discuss certain interesting developments with your 
firm and believe that we can assist Sun to execute its strategy in certain areas. [At your 
suggestion], we have put some of our views in writing regarding Sun and its opportunity as a 
prelude to a meeting with certain of your operating executives. 
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We introduced Sun to Acom/ARM in late 1995 because we were impressed with ARM’s 
chip design which delivers superior performance at a low price in the fast-growing embedded 
microprocessor market. For Sun, we saw an additional opportunity to capitalize on the Java 
paradigm in the microprocessor market. We believe that Sun has an opportunity to extend its 
reach into the consumer and enterprise marketplace with low-cost products for the telephony and 
networking markets (cellular phones, PDAs, pagers, etc.). With its small core, the ARM chip is 
an interesting opportunity as the company has already achieved a number of design wins in these 
markets and has already garnered strong support from the ISV community. Additionally, Acorn 
has completed hardware reference designs for Internet access devices, another important 
component of the Java paradigm. 

In the software world, Java presents a new paradigm as it is optimized for small 
applications in a networked environment. In a parallel fashion, Sun hopes to capitalize on its 
Java expertise in the rapidly-growing embedded market with the formation of the Embedded 
Products Group which will offer customers two product lines: SPARC processors and Java 
processors. 

With its Java expertise and its strengths in networking and networked workstations, Sun 
is uniquely positioned to bridge the technical gap in the embedded market. Until recently, 
embedded devices have been used primarily for execution and control of machines. However, 
like the broader computer system shift towards network computing, the embedded market is 
increasingly focused on connecting to the network with networked microprocessors (expected 
market potential of $15 billion by the year 2000). 

Sun’s timing for action is excellent. We believe that the embedded market is currently in 
a state of flux as customers are moving to next-generation RISC processors. Customers that have 
traditionally used controllers like Motorola’s 68k and 88k lines and Intel’s i860 line are looking 
for a migration path. However, Sun needs to make progress quickly because we believe that the 
market opportunity is available for a limited time. In this industry, time-to-market is 
increasingly significant and has caused an acceleration of traditional product cycles. As such, 
many companies have decided that there is neither the time nor the expertise to build groups 
internally, and as a result, many have chosen to acquire companies that provide immediate 
expertise and focus. In this respect, Acom/ARM would have provided a solid chip design for the 
targeted telephony and networking markets. Of course, Sun may have needed to re-engineer the 
chips specifically to execute Java byte code, but the team has already proven itself in the targeted 
markets and has been successful in generating ISV support for its designs. 
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As Sun looks to enter this burgeoning market, it may make sense to reconsider the 
traditional buy versus build decision path. We believe that Sun should consider the acquisition 
of certain products or expertise to enter this new market, and we are convinced that there are 
additional opportunities for Sun as the embedded market is extremely fragmented. We would 
like to meet with the appropriate members of Sun’s management team to refine our 
understanding of Sun’s strategy and discuss ways that LSG Advisors might assist Sun 
Microsystems in proactively identifying and executing additional opportunities. 

We look forward to hearing from you in the near future. 

Sincerely, 



April 3, 1996 



Mr. Scott Kelly 

Vice President, Corporate Development 
Sun Microsystems Inc. 

2550 Garcia Avenue, MS PAL1-530 
Mountain View, CA 94043-1100 
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It was nice to speak with you today. We are impressed by Sun’s feedback on the 
Acom/ARM opportunity that we identified and brought to your attention last fail. As a result, 
we believe that there are additional opportunities where LSG Advisors and Société Générale can 
work with Sun in a proactive manner to identify and execute certain transactions in this market. 

To summarize some of the points from our discussion, LSG Advisors is an investment 
banking firm of two dozen professionals that specialize in mergers and acquisitions and was 
previously known as The Lodestar Group. Our firm was founded in 1988 by Bob Baldwin, the 
former Chairman of Morgan Stanley and Ken Miller, the former Vice-Chairman of Merrill 
Lynch Capital Markets. In 1991, Lodestar became affiliated with Société Générale, the 
seventeenth largest bank in the world. Acting as Société Générale’s North American investment 
banking division, we advise companies on mergers, acquisitions, restructurings and private 
placements with access to Société Générale’s global banking network. 

Our access to Société Générale’s global network uniquely positions our firm as we 
believe that the proliferation of technology is a global phenomenon; it is rarely developed and 
exploited solely in the United States. Société Générale is a major shareholder and lender in a 
number of large European companies with relationships throughout the world, and we believe 
that we can utilize these relationships in an environment that is simultaneously consolidating and 
globalizing. We recently served as advisor to Motorola in the Group Buil privatization and are 
aggressively expanding our technology practice. 

We introduced Sun to Acom/ARM in late 1995 because we were impressed with ARM’s 
chip design which delivers superior performance at a low price in the fast-growing embedded 
microprocessor market. For Sun, we saw an additional opportunity to capitalize on the Java 
paradigm in the microprocessor market. We believe that Sun has an opportunity to extend its 
reach into the consumer and enterprise marketplace with low-cost products for the telephony and 
networking markets (cellular phones, PDAs, pagers, etc.). 
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We have welcomed the opportunity to discuss certain interesting developments with your 
firm and believe that we can assist/Sun to execute its strategy in certain areas. We have put some 
of our views in writing regardinj/Sun and its opportunity as a prelude to a meeting with certain 
of your operating executives. _ tf ■ 

In its core worjelstation business, Sun has enjoyed a great deal of success in producing 
leading-edge workstations for high-end customers primarily in the engineering, scientific and 
fmancial markets. /Sun has grown to $p billion in revenues and continues to be the leader in 
workstations with <^84 of the global market. With the recently announced UltraSPARC line, 
Sun is once again at the top of the market in speed and affordability. 

The workstation market is a competitive business, and Sun faces a number of challenges 
from its direct competitors such as Hewlett-Packard, Silicon Graphics, and Digital Equipment 
Corporation. However, we believe that the Unix workstation industry is facing a renewed threat 
from the Wintel platform. In the minds of most technologists, Unix might be a better “solution”, 
but many feel that Wintel will eventually dominate due to price/performance issues, a huge 
installed base and perceived ease of use. -o, _— 

With its huge installed base, the Wintel platform has used an - ex l end-aiid-cnu ua d h 
strategy to achieve dominance in the PC industry. While Intel has continued to produce faster 
microprocessors, Microsoft has successfully leveragjed its dominance in operating systems to 
enter the applications, networking, and Internet serven markets. As boundaries between PCs and 
workstations continue to diminish, many feel that Sun will be adversely, affected in its fastest 
growing server market. 

Already, the low-end (under $10,000) workstation market is being affected by high-end 
PCs running on Windows NT. Hewlett-Packard and Intel are collaborating on a next-generation 
chip called the PA-RISC which may completely break the performance barrier separating 
workstations from PCs. With this impending threat, two of Sun’s workstation competitors have 
retreated from the low-end by making acquisitions to expand product lines and gain access to 
new customers in higher-end markets. Silicon Graphics made an opportunistic acquisition of 
Cray Research for its influential clientele and broad range of supercomputing products. 
pSimilarly, Hewlett-Packard acquired Convex to gain a stronger presence in the high-end 
1 supercomputer market and is now able tjb offer compatible products ranging from desktop 
I systems to supercomputers. 
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also fear that the Wintel monopoly will continue to guide its huge installed base (selling 60 
million units a year and still growing at 20%) to sytems that offer higher speed and 
functionality. 
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To be succesfsfttl in executing its Intenfet/Java strategy, we believe that Sun must act 

quickly to generate iSV support, achieve manufacturing economies of scale, and gain a presence 
in tjjj©-consumer markets. As Sun looks to compete in this burgeonjng market, it may make sense 
reconsider the traditional buy versus build decision path. We believe that Sun needs to 
consider the acquisition of certain products or expertise to capitalize on a limited opportunity. 
We would like to meet with the appropriate members of Sun’s management team to refine our 
understanding of Sun’s strategy and discuss ways that LSG A^dvisors might assist Sun ^ 



Microsystems in proactively identifying and executing opportunities. 
We look forward to hearing from you in the near future. 
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Mr. Scott Kelly 

Vice President, Corporate Development 
Sun Microsystems Inc. 

2550 Garcia Avenue, MS PAL1-530 
Mountain View, CA 94043-1100 


Dear Scott: 

It was nice to speak with you today. We are impressed by Sun’s feedback on the 
Acom/ARM opportunity that we identified and brought to your attention last fali. As a result, 
we believe that there are additional opportunities where LSG Advisors and Société Générale can 
work with Sun in a proactive manner to identify and execute certain transactions in this market. 

To summarize some of the points from our discussion, LSG Advisors is an investment 
banking firm of two dozen professionals that specialize in mergers and acquisitions and was 
previously known as The Lodestar Group. Our firm was founded in 1988 by Bob Baldwin, the 
former Chairman of Morgan Stanley and Ken Miller, the former Vice-Chairman of Merrill 
Lynch Capital Markets. In 1991, Lodestar became affiliated with Société Générale, the 
seventeenth largest bank in the world. Acting as Société Générale’s North American investment 
banking division, we advise companies on mergers, acquisitions, restructurings and private 
placements with access to Société Générale’s global banking network. 

Our access to Société Générale’s global network uniquely positions our firm as we 
believe that the proliferation of technology is a global phenomenon; it is rarely developed and 
exploited solely in the United States. Société Générale is a major shareholder and lender in a 
number of large European companies with relationships throughout the world, and we believe 
that we can utilize these relationships in an environment that is simultaneously consolidating and 
globalizing. We recently served as advisor to Motorola in the Group Buil privatization and are 
aggressively expanding our technology practice. 

We introduced Sun to Acorn/ARM in late 1995 because we were impressed with ARM’s 
chip design which delivers superior performance at a low price in the fast-growing embedded 
microprocessor market. For Sun, we saw an additional opportunity to capitalize on the Java 
paradigm in the microprocessor market. We believe that Sun has an opportunity to extend its 
reach into the consumer and enterprise marketplace with low-cost products for the telephony and 
networking markets (cellular phones, PDAs, pagers, etc.). 
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We have welcomed the opportunity to discuss certain interesting developments with your 
firm and believe that we can assist Sun to execute its strategy in certain areas. We have put some 
of our views in writing regarding Sun and its opportunity as a prelude to a meeting with certain 
of your operating executives. 

In its core workstation business, Sun has enjoyed a great deal of success in producing 
leading-edge workstations for high-end customers primarily in the engineering, scientific and 
financial markets. Sun has grown to $7 billion in revenues and continues to be the leader in 
workstations with 42% of the global market. With the recently announced UltraSPARC line, 
Sun is once again at the top of the market in speed and affordability. 

The workstation market is a competitive business, and Sun faces a number of challenges 
from its direct competitors such as Hewlett-Packard, Silicon Graphics, and Digital Equipment 
Corporation. However, we believe that the Unix workstation industry is facing a renewed threat 
from the Wintel platform. In the minds of most technologists, Unix might be a better “solution”, 
but many feel that Wintel will eventually dominate due to price/performance issues, a huge 
installed base and perceived ease of use. 

With its huge installed base, the Wintel platform has used an embrace-and-extend 
strategy to achieve dominance in the PC industry. While Intel has continued to produce faster 
microprocessors, Microsoft has successfully leveraged its dominance in operating systems to 
enter the applications and networking markets. As boundaries between PCs and workstations 
continue to diminish, many feel that Sun will be adversely affected in its fastest growing server 
market as the Wintel monopoly will be able to leverage its strength in the desktop to conquer the 
server market. Already, the low-end (under $10,000) workstation market is being affected by 
high-end PCs running on Windows NT. In addition, Hewlett-Packard and Intel are collaborating 
on a next-generation chip called the PA-RISC which may completely break the performance 
barrier separating workstations from PCs. 

While Sun is employing a different strategy, some of its competitors seem to fear that the 
desktop battie is essentially over and that there is little hope of tuming the tide against the Wintel 
platform. In reaction, they have begun to retreat from the low-end market and have made 
acquisitions to expand product lines and gain access to new customers in higher-end markets. 
Silicon Graphics made an opportunistic acquisition of Cray Research for its influential clientele 
and broad range of supercomputing products. Also, Hewlett-Packard acquired financially- 
troubled Convex to protect its customer base and to gain a presence in the high-end parallel 
processing market. 

We believe that some of Sun’s competitors have made a decision not to seil to the mass 
market because they do not want to see an erosion of their margins; few believe that they can 
compete in the commodity market without the necessary volume. They fear that the Wintel 
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monopoly will continue to guide its huge installed base (selling 60 million units a year and 
growing 20%) to systems that offer higher speed and functionality. As a result, they hope to 
produce more complex and sophisticated systems where there is a barrier to entry. 

Unlike its competitors, Sun is not retreating to the high-end and seems to be betting its 
future on the Internet paradigm. The Internet provides a unique opportunity for Sun 
Microsystems; in faet, it presents a unique opportunity for all companies in that it may allow the 
best products to win. Unlike the current desktop paradigm, the Internet is not based on 
proprietary APIs; the world of TCP/IP allows for interoperability. For years, Sun’s mantra has 
been “The network is the computer” and the rest of the world is finally hearing the message. Sun 
has gamered a great deal of experience and success in this market (estimated 55% of the Internet 
server market) and is looking to leverage Java, its competitive weapon. 

To be successful in executing its Intemet/Java strategy, we believe that Sun must act 
quickly on potentially three fronts. First, Sun must generate ISV support in an attempt to create 
the killer application for the Intemet/Java. Second, Sun must look to achieve economies of scale 
in manufacturing and purchasing to encourage the widescale adoption of consumer client-type 
devices. Thirdly, Sun must pursue direct or indirect distribution to tap the volume of the 
consumer markets. 

As Sun looks to compete in this burgeoning market, it may make sense to reconsider the 
traditional buy versus build decision path. We believe that Sun needs to consider the acquisition 
of certain products or expertise to capitalize on a limited opportunity. We would like to meet 
with the appropriate members of Sun’s management team to refine our understanding of Sun’s 
strategy and discuss ways that LSG Advisors might assist Sun Microsystems in proactively 
identifying and executing opportunities. 

We look forward to hearing from you in the near future. 

Sincerely, 


cc: Deepak Moorjani, LSG Advisors 
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Thanks for your comments this morning. Have a nice Easter. 
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April 5, 1996 
Mr. Scott Kelly 

Vice President, Corporate Development 
Sun Microsystems Inc. 

2550 Garcia Avenue, MS PAL 1-530 
Mountain View, CA 94043-1100 


Dear Scott: 

It was nice to speak with you today. We are impressed by Sun’s feedback on the 
Acorn/ARM opportunity that we identified and brought to your attention last fali. As a result, 
we believe that there are additional opportunities where LSG Advisors and Société Générale can 
work with Sun in a proactive manner to identify and execute certain transactions in this market. 

To summarize some of the points from our discussion, LSG Advisors is an investment 
banking firm of two dozen professionals that specialize in mergers and acquisitions and was 
previously known as The Lodestar Group. Our firm was founded in 1988 by Bob Baldwin, the 
former Chairman of Morgan Stanley and Ken Miller, the former Vice-Chairman of Merrill 
Lynch Capital Markets. In 1991, Lodestar became affiliated with Société Générale, the 
seventeenth largest bank in the world. Acting as Société Générale’s North American investment 
banking division, we advise companies on mergers, acquisitions, restructurings and private 
placements with access to Société Générale’s global banking network. 

Our access to Société Générale’s global network uniquely positions our firm as we 
believe that the proliferation of technology is a global phenomenon; it is rarely developed and 
exploited solely in the United States. Société Générale is a major shareholder and lender in a 
number of large European companies with relationships throughout the world, and we believe 
that we can utilize these relationships in an environment that is simultaneously consolidating and 
globalizing. We recently served as advisor to Motorola in the Group Buil privatization and are 
aggressively expanding our technology practice. 

We introduced Sun to Acom/ARM in late 1995 because we were impressed with ARM’s 
chip design which delivers superior performance at a low price in the fast-growing embedded 
microprocessor market. For Sun, we saw an additional opportunity to capitalize on the Java 
paradigm in the microprocessor market. We believe that Sun has an opportunity to extend its 
reach into the consumer and enterprise marketplace with low-cost products for the telephony and 
networking markets (cellular phones, PDAs, pagers, etc.). 
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We have welcomed the opportunity to discuss certain interesting developments with your 
firm and believe that we can assist Sun to execute its strategy in certain areas. We have put some 
of our views in writing regarding Sun and its opportunity as a prelude to a meeting with certain 
of your operating executives. 

In its core workstation business, Sun has enjoyed a great deal of success in producing 
leading-edge workstations for high-end customers primarily in the engineering, scientific and 
financial markets. Sun has grown to $7 billion in revenues and continues to be the leader in 
workstations with 42% of the global market. With the recently announced UltraSPARC line, 
Sun is once again at the top of the market in speed and affordability. 

The workstation market is a competitive business, and Sun faces a number of challenges 
from its direct competitors such as Hewlett-Packard, Silicon Graphics, and Digital Equipment 
Corporation. However, we believe that the Unix workstation industry is facing a renewed threat 
from the Wintel platform. In the minds of most technologists, Unix might be a better “solution”, 
but many feel that Wintel will eventually dominate due to price/performance issues, a huge 
installed base and perceived ease of use. 

With its huge installed base, the Wintel platform has used an embrace-and-extend 
strategy to achieve dominance in the PC industry. While Intel has continued to produce faster 
microprocessors, Microsoft has successfully leveraged its dominance in operating systems to 
enter the applications and networking markets. As boundaries between PCs and workstations 
continue to diminish, many feel that Sun will be adversely affected in its fastest growing server 
market as the Wintel monopoly will be able to leverage its strength in the desktop to conquer the 
server market. Already, the low-end (under $10,000) workstation market is being affected by 
high-end PCs running on Windows NT. In addition, Hewlett-Packard and Intel are collaborating 
on a next-generation chip called the PA-RISC which may completely break the performance 
barrier separating workstations from PCs. 

While Sun is employing a different strategy, some of its competitors seem to fear that the 
desktop battie is essentially over and that there is little hope of turning the tide against the Wintel 
platform. In reaction, they have begun to retreat from the low-end market and have made 
acquisitions to expand product lines and gain access to new customers in higher-end markets. 
Silicon Graphics made an opportunistic acquisition of Cray Research for its influential clientele 
and broad range of supercomputing products. Also, Hewlett-Packard acquired fmancially- 
troubled Convex to protect its customer base and to gain a presence in the high-end parallel 
processing market. 

We believe that some of Sun’s competitors have made a decision not to seli to the mass 
market because they do not want to see an erosion of their margins; few believe that they can 
compete in the commodity market without the necessary volume. They fear that the Wintel 
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monopoly will continue to guide its huge installed base (selling 60 million units a year and 
growing 20%) to systems that offer higher speed and functionality. As a result, they hope to 
produce more complex and sophisticated systems where there is a barrier to entry. 

Unlike its competitors, Sun is not retreating to the high-end and seems to be betting its 
future on the Internet paradigm. The Internet provides a unique opportunity for Sun 
Microsystems; in faet, it presents a unique opportunity for all companies in that it may allow the 
best products to win. Unlike the current desktop paradigm, the Internet is not based on 
proprietary APIs; the world of TCP/IP allows for interoperability. For years, Sun’s mantra has 
been “The network is the computer” and the rest of the world is finally hearing the message. Sun 
has garnered a great deal of experience and success in this market (estimated 55% of the Internet 
server market) and is looking to leverage Java, its competitive weapon. 

To be successful in executing its Internet/Java strategy, we believe that Sun must act 
quickly on potentially three fronts. First, Sun must generate ISV support in an attempt to create 
the killer application for the Internet/Java. Second, Sun must look to achieve economies of scale 
in manufacturing and purchasing to encourage the widescale adoption of consumer client-type 
devices. Thirdly, Sun must pursue direct or indirect distribution to tap the volume of the 
consumer markets. 

As Sun looks to compete in this burgeoning market, it may make sense to reconsider the 
traditional buy versus build decision path. We believe that Sun needs to consider the acquisition 
of certain products or expertise to capitalize on a limited opportunity. We would like to meet 
with the appropriate members of Sun’s management team to refine our understanding of Sun’s 
strategy and discuss ways that LSG Advisors might assist Sun Microsystems in proactively 
identifying and executing opportunities. 

We look forward to hearing from you in the near future. 


Sincerely, 



cc: Deepak Moorjani, LSG Advisors 


